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M r. Chairman -and Members of the Subcommittee: 

As always, I welcome the opportunity to appear before you 

to discuss those m ilitary personnel issues which are of concern 

to this com m ittee. Today, I will discuss six subjects: (1) 

implications of the Administration's proposed freeze on basic 

pay and allowances; (2) questions raised about how m ilitary pay 

is annually adjusted; (3) the reasonableness of the service 

requests for fiscal year 1984 bonus monies; (4) whether funds 

should be authorized for growth in the Army's noncom m issioned 

officer (NCO) ranks; (5) our views on the congressional 

proposals for a new postservice educational assistance benefits 

program ; and (6) the Administration's proposal to make permanent 

the 50-percent lim itation on retired pay cost-of-living 

adjustments (COLA) for m ilitary retirees under age 62. 



IMPLICATIONS OF THE PROPOSED 
FREEZE IN BASIC PAY AND ALLOWANCE 

The President has announced that for fiscal year 1984 he 

intends to ask military members to forego the scheduled across- 

the-board increase in basic pay, subsistence, and housing allow- 

ances: that is, a freeze of those three compensation elements 

.which, along with the Federal income tax advantage on the non- 

tqxable allowances, are known as Basic Military Compensation' . 1. . 
(BMC). The Department of Defense,'s' (DOD's) 'initial planning 

assumption was that an across-the-board 7.6-percent increase in 

/ basic pay and allowances would be needed to maintain pay "corn- 

, parability" with the private sector. The Pentagon estimates / / 
that foregoing this across-the-board pay raise will save about 

$2.9 billion in fiscal year 1984. 

Is such a pay freeze justified? In our opinion, the con- 

cept of "competitive" pay, as currently being discussed by DOD 

officials as an alternative to the more traditional "comparable" 

pay, helps one focus more clearly on this issue and on whether 

the mix of pays, allowances, and other incentives being offered 

are efficiently and cost-effectively addressing specific man- 

power problems. 
, , / In conceptual terms, we see a distinct difference between 
I 
I competitive and comparable military compensation systems. In 

I our view: 

--"Comparable" compensation equates all elements of compen- 
sation-- not just BMC --received by military members to all 
the elements received by workers in comparable skills and 
experience levels in the civilian economy. 
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.  . . 

- - "Compe titive "  c o m p e n s a tio n  carr ies comparab i l i ty o n e  ste p  
fu r the r  by  a d d i n g  a  poss ib le  ad jus tm e n t in  m ilitary  com-  
p e n s a tio n  to  accoun t fo r  marke t cond i tions  o f supp ly  a n d  
d e m a n d  a n d  th e  a d v a n ta g e s  a n d /or  d i sadvan ta g e s . o f m ili- 
tary  serv ice. * 

In  sta tin g  th a t m ilitary  pay  shou ld  b e  " c o m p e titive "  w ith  

pr ivate  sector  pay , D O D  o fficia ls  a re  n o w 'inc lud ing  th e  to ta l  

m ilitary  pay  package ; th a t is, ,B M C  p lus  th e  l ong  list o f o the r  

spec ia l  a n d  incen tive  pays .a n d  a l l owances  serv ice m e m b e r s  

rece ive . W h ile, in  theory ; th e  pay  package 'in  its e n t,ire ty 
. 

shou ld  h a v e  b e e n  inc luded  in  any  pas t d iscuss ions o f " compare '- 

bil ity," usua l ly  it was  n o t. 

T o  i l lustrate th e  va lue  o f th e  pay  e l e m e n ts th a t shou ld  b e  

a d d e d  to  B M C  in  o rder  to  ca lcu la te  a  tru e  comparab i l i ty bas is , I 

w ill u se  th e  pre l im inary  resu l ts o f a  study  w e  a re  d o i n g  a t th e  

reques t o f S e n a tor  E xon . T h e  m a jor  ob jec tive  o f th is  study  is 

to  d e te rm ine  w h a t p ropor tio n  o f th e  fo rce  rece ives s o m e  typ e  o f 

pay  I in  add i tio n  to  B M C , a n d  h o w  m u c h  th is  add i tiona l  pay  is 

wo r th . 

O u r study  shows  th a t: 

--S ixty-tw o  pe rcen t o f Navy  a n d  5 6  pe rcen t o f A ir Force  
pe rsonne l  rece ive  s o m e  add i tiona l  pay , a n d  m o s t o f th o s e  
w h o  d o  n o t rece ive  add i tiona l  pay  l ive in  G o v e r n m e n t- 
fu rn i shed  hous ing  fo r  w h ich n o  ren t is pa id . 

--S ixty-eight pe rcen t o f Navy  add i tiona l  pay  exceed  $ 1 ,2 0 0  
pe r  year . 

--E igh ty-e i gh t pe rcen t o f Navy  a n d  8 2  pe rcen t o f A ir Force  
O -3  to  O -6  rece ive  s o m e  add i tiona l  pay  w ith  5 6  pe rcen t 
a n d  4 0  pe rcen t, respec tive ly , rece iv ing a t leas t a n  
add i tiona l  $ 3 ,6 0 0  pe r  year . 



--Eighty-one percent of Navy E-5's through E-9's receive 
additional pay, 35 percent of whom receive at least 
$2,400 or more per year. 

I .have included'as appendix I to this statement several 

illustrative examples of what these additional pays are worth 

for Navy and Air Force members at various grade levels. 

The Rivers' Amendment, enacted in 1967, provided a tie 

between military.basic pay and allowances and Federal white- 

coiiai '&ty-- and thus an indirect tie to private sector pay 

changes via the Professional, Administrative, Technical, and 

Clerical (PATC) survey. However, it did not establish standards 

of comparability between the military and the private sector. 

The linkage was to be temporary until military pay standards 

could be developed and, in essence, it merely assured that when- 

ever Federal white-collar pay would go up, military basic pay 

and allowances would go up by a like percentage. The linkage, 

however, did not take into account the many other components of 

military pay. 

What often confuses this issue is the notion that the 

extraordinary increases in basic pay and allowances of 1971 and 

1972, made in preparation for the All-Volunteer Force (AVF), 

somehow made military pay comparable to private sector pay. 

This simply is not the case. These raises made military pay 

more competitive, but standards of comparability for equivalent 

levels of work, experience, and responsibility were not estab- 

lished at that time and have not been established to this 
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day. Interestingly, the Gates Commission report, which formed 

the basis for justifying the large 1971 and 1972 pay raises, 

showed that total military compensation for enlisted members 

with 5 or more years of service and'for officers with 4 or more 

years of service already exceeded total private sector civilian 

compensation.by substantial percentages. Excerpts from the 

Gates Commission report are attached as appendix II to this 

statement. . 
What, then, does this discussion of pay "comparability" 

versus "competitiveness" mean in the context of the President's 

proposed freeze on BMC? The evidence suggests that foregoing an 

across-the-board increase in basic pay and allowances will not 

have a serious adverse impact on the services' ability to 

attract and retain the quality and quantity of people they need 

to meet the manning requirements for the various occupational 

specialties. At the present time, some military occupations are 

being overpaid as compared to what relevant labor market 

conditions would indicate, and, without supplemental pay and 

bonuses, others would be underpaid. A study we currently have 
b 

underway demonstrates this point. We found that mid-level 

career Navy personnel who left those generally easy-to-fill Navy 

occupations during the first quarter of fiscal year 1982 took an 

average pay cut of $5,900 per year in their first civilian job 

out of the Navy. However, those leaving highly technical jobs 

took only a relatively small pay cut when they left the Navy. 

In contrast, our study found that in 1980 military pay was not 
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competitive for either group. This suggests that in some areas 

the large increases and other changes in military 

compensation-- such as the- addition of the variable housing 

allowance--have raised service compensation from below compara- 

ble civilian pay to substantially' above for'some odcupations. 

These differences are graphically depicted in appendix III. 

In general, the across-the-board philosophy for setting and 

adjusting cay has resulted in"a BMC pay line 'that is higher than . . 
necessary in some areas. In our opinion, foregoing an across- 

the-board increase in BMC this year would help bring military 

pay more in line with marketplace conditions, provided of course 

that the necessary occupational differences are accommodated by 

targeted special pays. Last year, because of the tight budget- 

ary situation, we suggested that a portion of the resources 

being considered for a general pay raise be targeted to those 

areas where manpower shortages exist. We suggested that this 

could be done through existing manpower management programs, 

such as the selective bonus programs or through a greater use of 

proficiency-type pays. 

In summary, we believe that the President's proposal not to 

increase the BMC components of pay this year is consistent with 

our view that the current base pay line is already generally 

competitive with private sector pay and that, where it is not 

competitive, available resources should be targeted to specific 

manpower problem areas. Although we have had concerns and 
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disagreements with the services from time to time about how they 

manage and use these special and incentive pays, including the 

bonus programs, we fully support them in concept and urge that ' 

they be adequately funded. 

PAY ADJUSTMENT MECHANISM 
ALSO MERITS DISCUSSION 

An appropriate mechanism for periodically adjus'ting mili- 

t'ary pay .levels should be .part of any.discussion concerning 

military compensation and."competitive" or "comparable".goals. 

As I have explained, the current mechanism--that is, the 

indirect link of BMC to private sector pay changes--was intended 

to be temporary until military pay standards could be developed 

and agreed upon. Unfortunately, standards have not been devel- 

oped I and the temporary indirect linkage to the PATC index via 

Federal white-collar workers remains. However, over the past 

couple of years, the military has been urging that a direct 

linkage be established between the cash elements of BMC and the 

Employment Cost Index (ECI). The military would prefer the EC1 

as the direct linkage adjustment mechanism over PATC or other 

indices on the grounds that it is more reflective of a broader 

range of military occupations. 

We support the military proposal that its pay adjustments 

be permanently delinked from civil service pay adjustments, and 

we agree that the EC1 is preferable to PATC or other available 

indices. However, we do not support the proposal that only one 

element of military pay, namely BMC, be tied directly to any 
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index, including the ECI. Instead of directly indeking one 

military pay component, we believe that it would be more desira- 

ble to use the EC1 as a guide ,for determining the size of the 

total "competitive" compensation pie, while at the same time 

giving the Secretary'of Defense the authority 'to allocate the 

money to those areas where it is most needed to enable the serv- 

ices to compete with private industry for their manpower needs. 

(This is similar to a recommendation contained in the 1978 
: . 

report of the President's Commission on Military Compensation.) 

If, however, the EC1 is to be used as the firm basis for adjust- 

ing "comparable" military pay, the entire military pay package 

should be brought into the equation rather than using a milti- 

dimensional index to adjust only one dimension of military pay. 

REQUEST FOR BONUS MONIES MERITS 
CAREFUL.COMMITTEE SCRUTINY 

The requests of the services in their pending fiscal year 

1984 budget for increased enlistment and reenlistment bonuses 

also merits careful committee scrutiny, regardless of whether 

the President's pay freeze proposal is finally accepted. 

As we know, active duty enlistment bonuses and selective 

reenlistment bonuses are DOD's two major cash incentive programs 

for attacting and retaining personnel in occupational special- 

ties where critical shortages exist. In terms of meeting the 

criteria of being good management tools, these programs come 

closer than any other monetary incentives currently being used 
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by the military. For the most part, adequate resources have 

been made available to managers, DOD managers have the authority 

to adjust the'application of resources'in a timely manner, man- 

agers generally have had the authority to target the resources 

to the specific problems, and managers get relatively 

good and timely feedback on how well the resources applied are 

working-- although there is some question about this last item. 

Yet, while'the programs themselves come very close to*hav- 

ing all the key ingredients, DOD managers have not always used 

their management authority effectively. Furthermore, bonuses 

may not always be the most economical or cost-effective solution 

to a particular problem. DOD officials--of course--have testi- 

fied that both the enlistment and reenlistment bonus programs 

have been extremely successful. They point out that the current 

bonus programs are less costly than their predecessors and that 

recruitment and retention rates have improved since the programs 

were initiated. 

While this is certainly one way to measure effectiveness, 

there are several other questions which need to be answered 

before we could reasonably conclude that these bonus programs 

are the most cost-effective or economical means of solving 

specific skill shortage problems. For example, are bonuses the 

least costly method of attracting the additional number of 

people needed to fill shortages in specific skills? What cost- 

benefit analyses have been made of the bonus programs, and what 

have they shown--i.e., what is the marginal cost of bonuses 
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to attract or retain those who would not otherwise join or 

remain in the services? Are cash bonuses being used only after 

other incentives or investments are shown to'be less cost- 

effective? 

In the context of the DOD's request for fiscal year 1984 

bonus monies, then, have these questions been addressed? Can we 

be sure that the requests, pending before you are justified? Or 
. 

is there room for seriou's questioning'and possible reduction?. 

Unfortunately, we cannot provide you with definitive 

answers to these questions. However, we can raise several 

issues associated with the pending budget that merit explora- 

tion, and we suspect that such followup probing is likely to 

raise serious doubts in the minds of committee members concern- 

ing the legitimacy of some of the re+quested funds. 

First, we note that all of the services are experiencing 

very high reenlistment rates and that large numbers of person- 

nel-- seeing only limited opportunities for civilian 

employment --are giving serious consideration to signing-up for 

additional tours. In light of this, we ask, are all of the 

bonuses scheduled for payment in fiscal year 1984 necessary? Or 

can some adjustment be made in order to recognize the reduced 

competition from outside employment? 

Second, when all of the services are reporting record high 

quality among new enlistees, can we justify paying yet 
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additional numbers of enlistment bonuses? Or, as in the case of 

reenlistment bonuses, can some reduction be made in orde'r to 

account for conditions of 'supply and demand? 

Third, in the case of the Navy, we note that the requested 

monies for reenlistment bonuses are substantially larger than in 

the current fiscal year and that the Navy bases its need for * 
these increased funds on.its continuing expansion toward a 600- 

ship. Navy.' Yet, we al&o note'that the, current pending ~fiscal 
. 

year 1984 budget slows down the planned acquisition of ships. 

In light of this, should not there be corollary slow-down in the 

growth rate for career personnel? If so, should not the 

requested increases in selected reenlistment bonus monies also 

be reduced? 

Fourth, in the case of the Navy and Marine Corps, we note 

that funds have been requested for payment of new Aviation 

Officer Continuation Bonuses. As you know, last year, we com- 

pleted an extensive analysis of the implementation of this 

bonus, and we noted that it had been paid to pilots with very 

little service remaining, in years-of-service groups with 

already very high retention, and to naval flight officers where 

only slight shortages existed. While we do not oppose payment 

of the bonuses as such, we urge the committee to impress upon 

the Navy and Marine Corps that payment should be made only to 

aviators who are truly at a critical retention point in their 

careers and only in those specialties where critical shortages 

exist. If such a restricted payment policy is adopted, it is 

likely that less bonus monies will be needed. 
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Last, we are concerned that the available reenlistment 

bonus monies-- together with the bleak civilian employment 

opportunities --may. be prompting too many personnel,to \ 
reenlist--with resulting skill, years of service, .and grade 

imbalances. In our view, the need to constrain excessive grade 

growth goes beyond the budget savings that can be achieved in 

fiscal year 1984. For in the future years, the services will 

likely need ,additional monies to'correct the imbalances that 
. * - . . ' 

would result"from an over-zealous retention pattern in the near ' 

term. Accordingly, we urge your careful attention to the 

relationship of retention patterns expected in fiscal year 1984 

to the desired skills, rank, and years-of-service structure of 

the services. If, as we suspect, the expected retention rates 

are causing imbalances in this desired force structure, then 

this would indicate that overall reductions in bonus monies 

could be made. 

In summary then, within the $781 million requested for 

enlistment and reenlistment bonuses for fiscal year 1984, we are 

concerned that, first, bonuses be used only after their need and 

cost-effectiveness as compared to other incentives is estab- 

lished on an occupational or skill level basis, and, second, 

that the bonus programs be judiciously managed. As I mentioned 

earlier, we believe that the President's call for a freeze on 

BMC is consistent with our position that the current base pay 

line is already generally competitive with private industry and 

that, where pay is not competitive, resources should be targeted 
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to specific manpower problem areas. The use of bonuses is one 

means of targeting resources. Therefore, within the context of 

the management concerns I discussed and the potential freeze on 

basic pay and allowances, we would urge the committee to require 

the services to fully justify their bonus program requests. 

This should be done under both a pay freeze and a 4-percent 

across-the-board pay raise scenario, and the Navy should,take 

into'account the current projected ship' building program; 

PRdPOSED GROWTH IN' ARMi 'NC&3 ' 
. 

ALSO MERITS SCRUTINY 

If the Army's proposed fiscal year 1984 budget is approved 

without change, it will be authorized to make a disproportionate 

increase in the NC0 proportion of their force. This increased 

NC0 grade mix will cost about $58 million (increases approved 

for fiscal year 1983 are costing another $52 million). 

For the past couple of decades, there has been a steady 

increase in the richness of the enlisted grade structure of the 

Army. This growth has been particularly evident since 1980. 

For example, the proportion of the Army's enlisted strength in 

the NC0 grades (E-4 through E-9)--which was 63 percent in 

1980--is proposed to grow to 69.3 percent in fiscal year 1984. 

This problem of grade increase is often observed during periods 

of force reduction because the bulk of such reductions is 

usually taken among new recruits. Yet, the growth in NC0 grades 

over the last few years has occurred during a period of 

relative stability in Army strength. 
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One rationale put forward to explain the grade inflation 

phenomenon is the increasing technical sophistication of weapons 

systems. If this argument is sound, we would expect the Army to " 

have a lower percentage of NCO’s than the Navy and Air Force. _ 

Yet, we find that the Army has a higher ‘percentagk of NCO's than 

any of the other services. Are the technological demands of 

Army'jobs more complex than those of the Air Force? We 'find 

this hard,to believe.. " : . ' 

Another observation whichagives us ca'use to doubt the 

validity of the argument that higher grades are technologically 
/ 
/ driven is the distribution of the increases in the NC0 

strengths. If grades were pushed by technology, we would expect 
/  / the largest proportionate increases to be in the "hands-on" 

I grades (E-4 through E-6). However, the top three enlisted 

grades (E-7 through E-9) are projected to grow at a greater rate 

than the NC0 force. That is, while the Army shows a 4.5-percent 

growth in its NC0 force from 1982 to 1984, the proportionate 

growth is 8.9 percent for E-g's, 16 percent for E-~'S, and 11.9 

percent for E-7's. 

We question whether this kind of disproportionate growth at 

the supervisory and managerial levels is justified, particularly 

since a report by the Defense Audit Service, in December 1981, 
, I concluded that there is a great deal of subjectivity in the 

Army's grade determination process. They found that factors 

( such as "military judgment" and "precedent" had a strong impact 
I upon grade determination. 
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For these reasons, then, we believe that the Army's request 

for funds to pay for additional growth in their NC0 ranks must 

be suspect and subject to very careful scrutiny. 

IS AGI BILL NEEDED TO ADDRESS 
RECRUITING PROBLEMS? 

Proposals to reinstate a GI Bill--but based on recruiting 

and retention needs rather than rewards for difficult service-- 

are also,being considered in both the House and Senate, and, if 

enacted, funding requests will be made to this committee. In. 

this light, then, are there manpower problems facing the serv- 

ices that could be cost-effectively addressed and corrected by 

new postservice educational benefits? 

Since the inception of the AVF, the Active Force has never 

been more than about 1.5 percent below their total funded 

authorized strength and only rarely have the services failed to 

meet their quantitative recruiting goals. There have been seri- 

ous reserve shortfalls, but, in the Active Force, there has been 

no across-the-board problem recruiting the right aggregate num- 

ber of people-- a problem that might call for an across-the-board 

solution. Instead, we find that recruiting a sufficient number 

of high-quality men to serve in the enlisted ranks and willing 

to serve in combat occupations, or with the aptitude needed for 

certain highly technical jobs, has, at times, been a serious 

problem for the Army. 

As a result, experiments have been conducted with more 

generous versions of the Veterans Educational Assistance Program 
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(VEAP), numerous proposals for a GI Bill were introduced and 

debated at length in the 96th and 97th Congresses, and proposals 

have been introduced in this Congress, including H.R,'1400, 

H.R. 6.13, H.R. 1944, and H.R. 64 in the House and S. 8, S. 691, 

and S. 667 in the Senate. 

Given the nature of the services' manpower problems, can an 

seducational assistance benefit program be justified on grounds 

of efficiency anh 'cost-effectiveness? A comparison of several 
. 

key components of the proposed programs with'& "ideal" manage- 

ment system provides useful insights. 

Under most educational assistance proposals, DOD managers 

would not have the authority to apply or remove the incentive on 

a timely basis as the high-quality recruit problem increases or 

decreases, as it has over the past 6 years. Also, DOD managers 

generally would not have the authority to target the basic 

incentive to the specific problem area --a particular service or 

particular skills-- thus reducing its cost-effectiveness. Man- 

agers would not have the flexibility to adjust the basic incen- 

tive as conditions change, and problems in DOD's information 

feedback system would prevent managers from 

knowing just how well the incentive might be working. Further, 

a GI Bill could soon become institutionalized and looked upon as 

a "right" rather than as an optional incentive. 

Because the "incentive" would be paid to many people who 

would not need it to join or stay in the service, most of the 

expenditure would be unnecessary. For example, if a GI Bill 
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were to be enacted which was limited to high-school diploma 

graduates, the supply of such people could be expected to 

increase by 5 to 10 percent. In other words, td attract every 

21st or possibly 22nd quality recruit, the incentive would be 

paid to 20 others who'could'be expected to enlist without 'it. 

As a consequence of this, the cost per additional quality 

recruit would be very high, as.much as $200,000 per additional 

enliste,e by sdme,estimates. ‘.. ^. 
Or&of the' Senate bills (S.' 8) contains a provision' 

requiring the President, upon the recommendation of the 

Secretary of Defense, to activate or deactivate the bill after 

taking into account (1) the projected cost of the improved 

benefit program, (2) the services recruitment and retention 

experience and projected experience, and (3) the cost of other 

alternatives for improving recruiting and retention. Thus, 

because of the services recent recruiting and retention 

successes, at least in the near term, even if this Senate bill 

were enacted, it is not likely that a GI Bill would be 

activated. We believe that if a GI Bill is to be enacted it 

should contain such a provision requiring a clear finding and 

determination that an educational benefit program is a more 

cost-effective alternative than other incentives for achieving 

the recruiting and retention goals and that it be activated only 

after such a finding is made. 

A positive feature of some recent proposals, which has 

generally not been found in other GI Bill proposals, including 
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H.R. 1400, is that the basic educational benefits would be paid 

for by DOD rather than by the Veterans Administration. This 

would require DOD managers to consider.the cost of educational 

assistance along with the cost of other available incentive 

options and, through'this tradeoff analysis process, help the . 

services choose the most cost-effective incentive. It seems 

obvious that as long as the services get a "free" recruitmen< 

and retention incentive--"free" in the.sense that it is fun*ed .:, (' . ,.. . 
by the Veterans 'Administratidn rather than- by DOD--tha't they are' 

going to favor a GI Bill. However, when faced with the question 

of whether they wanted a GI Bill if they were required to 

finance it from service appropriations, each of the service 

manpower chiefs indicated that they did not want a GI Bill under 

these conditions. This, we believe, provides rather convincing 

evidence of how they view such a program in terms of its 

cost-effectiveness as compared to other recruitment and 

retention incentives. 

An additional feature, not in any House or Senate 

proposals, which would further encourage DOD managers to make 

realistic tradeoff analyses, would be to adopt an accural 

accounting approach so that future liabilities would be more 

clearly reflected in the current budget. 

Consideration of increasing the Government's contribution 

to the basic VEAP--from $2 to $3 for each $1 contributed by the 

service member as proposed by one Senate bill--also should be 

guided by an evaluation of its impact on the recruiting 
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marketplace, its need, and whether alternative programs would 

meet the manpower demands of the services in a more efficient 

and cost-effective manner. All the services have reported that 

the basic VEAP program has had'only minimal effect on 

recruiting.. This is cdnsistent with the findings of a March 

1982 Congressional Budget Office study which reported the basic 

VEAP (without kickers) offers very little recruiting 

improvement. ' In contr,ast, 'however, the Army has reported great 
.' '. .I . 

satisfaction with Ultra-VEAP, a program which allows up to 

$12,000 in bonuses to be added to the $5,400 contributed by the 

Government under the basic VBAP program. Of the four services, 

only the Army uses the Ultra-VEAP authority. 

Because of the requirement for a service members' 

contributions under VEAP and the negative impact of this on 

participation rates, the overall cost of VEAP--even with the 

proposed enhancement --would likely be less than the cost of 

other proposed GI Bills. Despite such lower costs, however, the 

question that should be addressed concerns the need for the VEAP 

program. As recent history shows, only the Army of the four 

services has had major problems in attracting high-quality 

recruits, and they have been able to counter these with the use 

of Ultra-VEAP and other incentives. Accordingly, we see little 

need at this time to enhance the basic VEAP benefit. We also 

see little justification at this time for enactment of GI Bill 

authorization legislation. 
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SHOULD THE LIMITATION ON RETIRED 
PAY COLA BE MADE PERMANENT? 

The Congress also is likely to consider the President's 

1984 budget proposal to make permanent the limitation on COLA's 

for nondisability.military retirees by allowing only one-half of 

the full COLA increase for retirees under age 62. At the 

present time, there, is a temporary .50-percent COLA limitation 

for retirees under age 62 which applies to the fiscal year 1983 : . .' 
through 1985 hdj&tmen.ts; " ,, I,' I. :. -; '1 : . , : I . ',, ,, . _I 

The military retirement system has been a prime target for 

budget cutting because of (1) its enormous cost--$17 billion for " 

fiscal year 1984, roughly 6 percent of the DOD's budget--and (2) 

the perception that the system provides more generous benefits 

than necessary ---members may retire at any age upon completing 20 

years of service and, up to 1983, retired pay was fully indexed 

to changes in the Consumer Price Index (CPI). 

Over the past decade, at least five major commissions or 

study groups have recommended changes to the military retirement 

system, the most recent being the President's Commission on 

Military Compensation in 1978. However, the services have 
I / generally supported the current system, which is essentially 

geared to a 20-year career, because they believe (1) it insures 
I 
I a youthful force and a stable supply of experienced personnel 

and (2) it supports the up-or-out promotion system. They have 

generally been able to fend off reform proposals on the basis 

that the studies and reviews have not adequately addressed what 
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they considered to be the underlying reason for the current 

retirement system structure--that is, that the system must 

remain responsive to the management of the Active Force in 

support of defense requirements. . 

. 

In short, the services' view is that the current retirement 

system provides their desired' force profile, and they argue 

correctly that any changes in the retirement component of the 

compensation system'will have some'affect on their . ;. ,'. ',: . . : ,., 
age/experience profile. However, in'our opinion, 

the services have.not satisfactorily *addressed to 

whether the force profile produced by the current 

system is the most effective or whether different 

I 

the question 

date is 

compensation 

profiles, 

supported by a different compensation structure, including the 

retirement position of the system, would be more effective and 

less costly. The lack of agreement regarding the force profile 

has been the underlying reason why fundamental reforms of the 

military retirement system have not been made despite the many 

commission and study group recommendations. 

We believe that the current military retirement system does 

not necessarily produce the most effective force profile at the 

least cost. "Youth and vigor" is obviously important for some 

military jobs, but, as the force becomes more technically 

oriented, the desirability and need for "youth" in all military 

occupations becomes highly suspect. The current system causes 

many active duty members to make career decisions which may not 
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be in the services' best interest, both in terms of causing too 

many people to stay at some career points--for instance, those 

between 11 and 20 years of service--and not enough at other 

career points--for instance, below 10 years and beyond 20. 

However, it must also be recognized that major changes to the 

retirement system which substantially reduce life-stream 

earnings of active duty personnel should not be made without a 

full undekstanding of how such a change will affect the force .' : ,) ..' 
profile. 

There is little question that the proposal to limit 

permanently the COLA increases for retirees under age 62 to 

one-half of the CPI would reduce the life-stream earnings of 

active duty personnel. For example, if inflation is only 5 

percent per annum for the next 21 years, the purchasing power of 

a typical E-7 retiring this year at age 41 would be reduced by 

40 percent by age 62. Under the same conditions, the purchasing 

power of the typical O-5 retiring after 20 years of service 

would be reduced by about 38 percent. However, because the size 

of the life-stream earning reductions is dependent upon future 

inflation rates, the exact amounts cannot be projected with any 

certainty. At this point, neither we nor the services know how 

this proposed change in the retirement system would affect 

active duty members' career decisions and whether the cumulative 

affect of member's career decisions would produce a more or less 

effective force at a higher or lower cost. 
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The General Accounting Office has suggested in the past 

that annual COLA increases for both Federal civilian and 

military retirees could be limited to. something less than the 

full CPI increase. However., we also recognize that such a 

decision should not be made without,first knowing the full . 

consequences of the action. 

The Fifth Quadrennial Review of the Military Compensation 

,(QRMC),' currently underway, .'is conducting an overall review of 
:, ",. '*,. I 

military retir'ement. 
..', , 

We have'been'inf,ormed. that an initial step' 

in this process is to obtain from the individual services their 

I views as to what a baseline force profile should look like; that 

is, in an environment unconstrained by the current compensation 

systems, but constrained by current end-strength authorizations, 

what would be the composition of an "ideal" baseline force? 

This involves questions about the most desirable number of 
I 

career personnel in all year-of-service groups, including the 

ideal number that should be retained beyond 20 years of 

service. 
/ 
/ We are encouraged by the QRMC's efforts, but we should call 

to your attention that other groups' attempts to reform the 

military retirement system have faltered--in the final 

analysis --on the unwillingness of the services to fully accept 

the resulting force profile changes. Consequently, we are 

hopeful--but not confident-- that the QRMC will produce the 

desired changes. If they do, it is likely that the changes will 

’ be more defensible from a force manning perspective than the 
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proposed COLA cap; if they fail, enough time will remain before 

the current cap expires for alternative actions. Accordingly, 

we believe that the committee should defer any decisions on the 

legislative proposal to make the SO-percent COLA cap permanent 

until the report of the'QRMC is available and there is time to 

complete any followup analysis. 

CONCLUSION 

Mr. Chairman; we have covered a'number of interrelated ..' _' . . . 
issues this morning, all of which I discussed in the‘context of 

a management system structure which allows and encourages 

military managers to use the most cost-effective mix of 

incentives available for achieving their manpower objectives. 

Implicit in the concept of using-cost-effective incentives is 

the need for DOD managers to (1) identify the specific manpower 

problems that need to be solved, (2) perform tradeoff analyses 

among the alternative solutions, and (3) have the authority to 

select the most efficient and cost-effective mix of monetary and 

nonmonetary incentives. With your encouragement, we are 

confident that the services can make significant progress toward 

these goals and that cost-efficiencies will result. 

Mr. Chairman, this concludes my formal statement. We would 

be happy to respond to any questions you may have. 
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APPENDIX II APPENDIX II 

EXCERPT FROM 
The President's Commissions on 

All-Volunteer Armed Force 
February 1970 

TABLE 5-K-EnliSl8d men’s end COn’IpSlSbl8 civilian COmp8nSStlOn profiles by length of servka9 
. If970 p8J’ r8t8S) 1 

. ,’ 4’ * 

Years 
of 

service 

* ‘. ‘. 
Regular 

Total military 
compen- 

military’ sation as a 
compensation percent of 

Regular Total Total as a percent of total civilian 
military military civilian total civilian compen- 

compensation 1 compensation * compensation 4 compensation sation 

1 -..- $ 2,776 
2 1-.--m....... 3,357 
3 --sew.- 4,496 
4 WC-- 4,909 
5 .m...-.....--1 5,783 
6 1-.---e. 6,172 
7 -...-...a. 6,636 

8 I--s-w--- 6,845 ,, . 
Q-10 -- 7,242 

11-12 --I-. 7,715 
W-16 ----.. 8,290 

’ 17-20 8,964 
2-l+ 10,483 

Footnotrr l found rt the and ol the table. 

$ 3,251 $ 5,202 53.4 
3,935 5,803 57.8 
5,275 ’ . 6,370 70,6 
6,249 6,908 72.2 
8,516 fi 7,409 78.1 
8,151 7,876 78.4 

8,741 8,308 79.9 
9,125 8,891 78.8 
9,505 9,065 79.9 
9,825 9,327 82.7 

10,643 9,956 ‘-I’ ‘* . 83.3 
11,611 10,298 87.0 
14,047 10,723 97.8 

62.5 
67.8 

l . 82.8 
90.5 

114.9 
103.5 
105.2 ‘. 

105.0 
104.9 
105.3 
106.9 
112.8 * 1 
131.0 

- .---- .-- - .----. -._._ --_ -- -- . . . . . ._- .- ,- 
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EXCERPT FROM 
The President's Commissions on 

All-Volunteer Armed Force 
February 1970 

. . TABLE 5-N-Continued 
Ofticers’ and comparable civillen compensation profiles by length of service [I970 pay rates) 1 

- 

Years 
of 

service 

Total military 
Regular camp”- 
milltaty sation as a 

compensation percent of . 
‘Regular . : . Total’ ; .Total ‘as a percent of total cfvillan 
military , .. military civilian total civillan 

compensation * dompensation * compensation 4 Oompensation 
campen-. 

satidn 

1 $ 7,337 $ 6,422 d 6,556 65.7 96.4 
2 --- 7,566 6,740 . 9,291 61 s 94.1 
3 9,145 * . 10,732 9,957 91.6 107.6 
4 10,906 12,674 10,556 103.3 122.0 
5 11,963 14,460 11,069 107.9 130.6 
6- 12,277 15,050 11,555 106.2 130.2 
7 12,779 15,660 12,021 106.3 132.1 
6 -- 12,656 16,214 12,466 103.0 129.6 

9-10 - 13,245 16,759 13,243 100.0 126.5 
11-12 14,056 16,144 14,669 95.7 123.5 
13-16 14,966 19,545 15,644 1 94.6 123.4 

‘17-20 16,159 21,290 16,470 96.1 129.3 
21+ --- 19,142 26,771 17,765 107.6 150.7 

TABLE 5-IL-Footnotes: . 

‘i. 
1 SW 8po8ndix B below for 8 discusalon ot the degrrr ot Bur~su’r Currrnt Population Survey for 19cU. 1964. 196% 84 

compsrsbllily bNw*on the rnllltsry and tho clvlllan cam~nsallon Thmso’ earnings *IV. conwrtrd to 1966 dollrn. we- 
l19urer recorded In thls trblo. :E$lhed romewhrt lo nduca sampling error. rnd were rdiusted 

f Rqular rnllllsry compon8Non Is tho rum ot bark psy. b88lC by 8 fae10r of 1.226 to tab sccounl OI the psy raises between 
81~ow8nce8 tor 8ub8l8lenc~ and quwtws, and tw rdvmlrgo. Tha 1966 and 1670. In rddltion. the rrportrd rrrnln98 wem rrhd by 
two 8llow8nc88 sn ptovldrd l lthrr In cssh or In kind. In rlthrr 6.6 prrcrnt to trko sccount. of lhe l mployrtir contributlona to 
~88. they an nonlrrsblo. The 18x sdvsnls l I8 8n rrtlmrtr Ot 

% 
such frln9e bonefits 8s an Included In the totst mllitrfy com- 

lha 18~8 sswd by lha mllltr~ panonnrl ut pald by 8 com- penr~llon fipunr. The 1.6 percent 691~ I) brsrd on Iho lS67 
l rebla clvlllrn In o&r to hrva thr 88me nrt componsrtlon. 

+h 
Clvlllsn FrlnSo BenrCt drtr nportrd by the U.S. Chrmbw ot 

l bad 08y r6tlo8 am thora rxpMrd to br In rftrct In 1118 Commrrcm. The clvlllen compen88tion fl9unr thst rn kin: 
1970, which sn 88 
In July of 1969. Y 

mad to bo 6 prrcont abow Ihoro Prmv~llln9 compsrrd wllh the compen88tion Apuns t6r rnllrted prmonnel 

*TotsI mllltry com~nrcltlon Includor. In rddttlon to the 
rn those for whltr high-school r8du8re8 o9ed 19. 29. 21. and 
so on. while the 69u~rs urod for w e ~lIl~@r comprrlron sn those 

r69ulsr componrrtlon, tho other currmt crrh pays such 88 Ior whltr colla9s grsdurtes. 16 yrrn of l ducrtion or mom. sped 
bonurrr, Incrntlw p8y. l d rpaclal~y pays (rrcept horllla flm 23. 24. 25. and so on. It Is rrsumed hen lhst thr mtr;e 

P 
ry), 88 wrll so lha rrtlmrt~d vrluo of tulurr ntlnd psy. It 8110 l nllstod mm enters mllltsfy srnio st 89. tS and lhe 8wrr;e 

ncludrr m ertlmrlr of the vslur of such Wln9e beneflls 88 IuH offkxr br9lns his c,r.er rt r9. 22. 
mrdlcsl ~orvlcoa for the lndlvldurl and hlr fsmlty md Comml8- ‘Total mllllr~ comoensstlon Is hlghrf In yes? 5 than in the 
rsry and post l rchsnga prlvll~908. 

recorded In column 13) 
subsequent 2 yrsn of service beeruse It Includes the rrguls- 

4 Thr tolsl clvilirn compon88llon fi9urrr reenlirtmen~ bonus lh8t Is 9iwn In lump aurn form II Ihe coin! 
8n drrlwd horn tho w89e8 rnd 18lsrle8 rrpor(ed by tho Conru8 01 rrrnllrlment. 
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APPENDIX III APPENDIX III 

ATTRACTIVENESS OF CIVILIAN PAY FOR 
CAREER'PERSONNEL LEAVING THE NAVY 

PERSPECTIVE 

The Navy has generally maintained itsstrength levels in 

aggreagate, but continues to experience shortfalls in some 

important ratings. It has been particularly concerned about the 

exodus of experienced personnel in highly technical ratings. To, 

deal with the shortagas, Navy . . 
substantial increases in pay, 

special pays. 

has.requested .and ‘received 

bonuses, career sea pay, and other 

OBJECTIVES 

To determine whether people in selected ratings leaving the 

Navy during their 6th to 12th year obtained and sustained higher 

paying civilian jobs, we surveyed those who left the Navy in 

fiscal year 1980, 1981, and the first quarter of 1982 to obtain 

information about their civilian job and earnings. 

We sampled people from each of three skill imbalance 

categories: 

"Highly Technical" --Ratings where skills are marketable 
in the civilian sector. 

"Unattractive" --Ratings viewed as unattractive due to 
working environment. 

"Nonbonus" --Ratings that have been easy to fill. 
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APPENDIX III APPENDIX III 

COMPARISONS OF MILTARY PAY AT SEPARATION 
TO INITIAL CIVILIAN EARNINGS 

On the average, as shown below military pay was 

r-FY 1980: about $2,900 less than civilian earnings: 

--FY 1981: about equal to civilian earning: and 

--FY 1982: about $3,000 more than civilian earnings. 

.; 25,.ooct 

$20,00@ 

$~5’000- 

.$lO,OCln- 

: . . . . . . . . 

* . ,. ,_’ . . . . 

. $21,839 . ’ 

1980 1981 1st qtr. 1982 

This trend was consistent across the three groups of 

ratings. But the disparity among the three groups between the 

higher average military pay and average initial civilian 

earnings was pronounced. 
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APPENDIX III APPENDIX III 

In 1980 military pay was lower in all three groups. 
: 

$25,000 

$10,000- 

$19,210 

Highly technical Less attractive Xonkonus 

In 1981 military pay was about the same for all three 

groups; slightly lower for technical skills, slightly higher for 

less-attractive skills, and nearly $1,000 lower for easy-to-fill 

occupations. 

r $25,000- 

j20,000 

gl.g,ooo 

$10) COD 

l&8,60 

Highly technical Less attractive Xonbonus 
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By the first quarter of 1982 military pay was ahead for all 

three groups, but fartherest ahead for the easy-to-fill jobs. 

$25,OCO 

$20,000 

$10,000 INimary I Civilianj , 
,iiighl.y technical 

"22 24 

I 

&ess attractive .Uonbonus 
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